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FEATURE ARTICLE

e have all been watching,

wondering and waiting as greed

has unfolded in the troubles of

Enron, Worldcom, Global Crossing and

others.  To simultaneously see the demise

of Arthur Andersen’s has been a difficult

wake up call for a profession built on

integrity and objectivity, especially with one

of its several key goals being the avoidance

of government oversight.  While it may

seem a distant issue to internal auditors in

the non-public sector, there will be ripple

effects on the non-profit internal audit

profession, especially since the internal

audit role was one of the key factors

impacting the scrutiny of Andersen.  The

Board role in corporate troubles has also

been of focus, and non-profit boards and

audit committees appear to be paying

attention.

In the course of a few months,

significant, though expected, government

action has been taken, albeit focused on the

public sector.  So why write about it in a

healthcare internal audit journal?  Well,

let’s take a look at bill HR 3763, better

known as the Sarbanes-Oxley Act of 2002.

On July 30, 2002, President Bush

signed into law the Sarbanes-Oxley Act of

Sarbanes-Oxley Act of

2002:  Overview &

Commentary From a

Non-Profit Healthcare

Internal Audit

Perspective

By Mark Ruppert, CPA, CIA, CISA

W
2002.  The Act was established “To protect

investors by improving the accuracy and

reliability of corporate disclosures made

pursuant to the securities laws, and for other

purposes.”  The Act is available in its

entirety at http://news.findlaw.com/hdocs/

docs/gwbush/sarbanesoxley072302.pdf.

While it is designed to protect investors and

provides new accounting industry oversight

responsibility by the Securities and

Exchange Committee (SEC) relative to

public companies, the Act has a potential

impact on non-public companies.  As noted

in publications by the:

American Institute of Certified Public

Accounts (AICPA):  Non-public companies

need to be aware of the Act because (1)

many of the proposed reforms could be

viewed as best practices, and (2) the Act’s

requirements may be embraced by others,

such as regulators, lenders, etc. Of course,

in a health care environment these “others”

may include bond rating agencies, CMS,

JCAHO, State and other regulatory and

accrediting bodies.

Healthcare Financial Management

Association (HFMA):  Not-for-profit

organizations should monitor the

legislation because corporate responsibility

initiatives will likely be extended into the

future.

The Act establishes a Board appointed

by the SEC to oversee audits of publicly

held entities.  There is no direct reference

to current accounting and auditing

standards other than generally accepted

auditing standards.  While it appears

appropriate that current accounting

principles and accepted auditing standards

will serve as a basis, the Board has the

power to do otherwise.  Given the

availability Government Account Office

yellow book standards, there could see some

recognizable changes in that direction.

The following table summarizes my

non-legal analysis of the Act and its

relevance on both the non-profit healthcare

and related internal audit agendas.  The Act

is lengthy and consists of eleven titles with

key provisions and nonprofit relevance.  It

should be reviewed for any applicability to

your organization.     

WEB LINK:

SARBANES-OXLEY ACT

http://news.findlaw.com/hdocs/docs/

gwbush/sarbanesoxley072302.pdf
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Title Key Provisions Non-Profit Healthcare Relevance 

Establishes Board as non-profit corporation with members to be 
appointed by the SEC. 

Requires auditors of public companies to register with Board. 

Requires Board to establish or adopt initial financial statement 
auditing standards.  The Act makes no specific reference to AICPA, 
FASB, etc.  It does reference generally accepted accounting 
principles and notes that the Board should consider for adoption 
standards proposed by one or more professional organizations.  
Subsequent to that adoption, the SEC must approve Board proposed 
rule changes. 

Requires the Board inspect registered independent auditors at least 
every three years and as often as annually. 

No current relevance; could mean higher 
financial statement audit fees since 
registering with PCAOB adds costs to the 
firms. 

Non-Profit Internal Audit Relevance: 
No current relevance; three-year peer review requirement could trickle down to internal audit peer review 
requirements by the Institute of Internal Auditors, at least for public companies.  If this provision trickles down to 
public companies, plan on brushing up on best practices; refer to AICPA best practices reference. 

I.  Public 

Company 

Accounting 

Oversight Board 

(PCAOB) 

New auditing standards promulgated by the Board could ultimately affect expectations of internal audit shops – 
as new professional standard or best practice.  The Act refers to the inclusion of scope and results of internal 
control structure testing as part of the financial audit reports, which could result in firms seeking more internal 
audit work on which to rely. 

Title Key Provisions Non-Profit Healthcare Relevance 

Defines the following non-audit services that may not be provided 
by independent auditors to their clients: 
! Bookkeeping or related accounting record services 
! Financial information system systems design or 

implementation 
! Appraisal or evaluation services, fairness opinions, or 

contribution-in-kind reports 
! Actuarial services 
! Internal audit outsourcing services 
! Management functions or human resources 
! Broker, dealer or investment related services 
! Legal or expert services unrelated to the audit 
! Any other service as determined by PCAOB 

 

Auditor independence is important in all 
industries.  Non-profit companies should 
assess any reason they may have for not 
incorporating such requirements. 

Provides for advance audit committee approval of all audit services 
provided by the independent auditor. 

Potential best practice 

Provides for advance audit committee approval of all tax services 
and other non-audit services not specifically prohibited by the Act 
when such services exceed five percent of total fees paid to 
independent auditor in the fiscal year in which such services are 
provided. 

Potential best practice 

Allows for pre-approval of non-audit services as part of an audit 
engagement. 

Potential best practice 

Allows the audit committee to delegate pre-approval of no-audit 
services to one or more of its members. 

Potential best practice 

Approved non-audit services must be disclosed. Potential best practice 

Requires independent auditor partner rotation every five years. Potential best practice 

Requires a one-year “cooling off” period before an employee of an 
independent audit firm may take certain specified positions with the 
audit client. 

Potential best practice 

II.  Auditor 

Independence 

Provides the States with the power to determine appropriate 
standards for firms not registered with PCAOB. 

May impact state regulations that impact 
healthcare organizations. 
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Title Key Provisions Non-Profit Healthcare Relevance 

Non-Profit Internal Audit Relevance: 
The Act provides a reference for internal auditors when questions arise at audit committee and management 
meetings regarding what the scope of your independent auditor is with regard to the financial statement audit.  
While the possibility of outsourcing remains, many firms have built positive money making “internal audit” 
practices that will likely not be disbanded.  However, current financial auditors will not be encouraging boards 
and management to replace the internal auditor. 

Non-public internal auditors should evaluate their audit committee and internal audit charters, and company 
practices.  Chief Audit Executives (CAE) should ask how their independent auditors are used outside of the 
financial statement audit.  The CAE should recommend to their audit committee chairperson and CEO regarding 
how the Act’s provisions would be beneficial to their organizations.  CAE’s might ask why the independent 
auditors are not suggesting changes, if they are not doing so.  The Act provides rationale to review charters and 
propose changes accordingly.  If the Blue Ribbon Commission Recommendations were unsuccessful in effecting 
change, perhaps this act will. 

It would be beneficial for internal audit to have advance approval by the audit committee, since internal audit 
often learns of activities of the independent auditors after work has begun.  Advance knowledge of these 
endeavors would improve planning and provide an opportunity for the internal to address projects to further build 
internal audit credibility. 

II.  Auditor 

Independence  
(continued) 

External audit services are not bid out for various reasons, including the extent of time and effort required to 
complete and RFP, training a new firm, and board and management comfort with the current firm.  The partner 
rotation requirement provides an independence alternative when a bid is not desired.  However, depending on the 
firm, finding an experienced healthcare audit partner could be a challenge. 

Title Key Provisions Non-Profit Healthcare Relevance 

Makes the audit committee responsible for hiring, compensation and 
oversight of independent auditor. 

Defines audit committee membership to exclude those affiliated with 
a person of the company or subsidiary. 

Disallows audit committee members from accepting consulting, 
advisory or other similar fees from the company. 

Requires audit committees to have established procedures for 
dealing with accounting, audit, internal control, and other 
confidential matters. 

Provides audit committees with the authority to engage outside 
advisers and the company to fund such advisers. 

Requires CEO and CFO certification of annual and quarterly 
financials.  Specific certification requirements cited, including 
signing officers’ responsibility for and representation that 
appropriate internal controls have been designed. 

Makes it illegal to fraudulently influence, coerce, manipulate or 
mislead an auditor. 

Requires forfeiture by the CEO and CFO of any incentive or equity 
based compensation when financials must be restated. 

Potential corporate governance best 
practices. 
 
Medicare currently requires executive 
certification of Medicare Cost Reports. 
 
While not yet a non-profit issue, the need 
for a management representation letter 
may be eliminated where states are 
certified. 

Non-Profit Internal Audit Relevance: 
If external auditors should report to the audit committee, should internal auditors do the same?  The Act appears 
to only heighten the desire for a company to do so.  Use the external auditor to the organizations benefit. 

The Act provides reinforcement that management is responsible for internal controls.  Management acceptance of 
this responsibility is crucial to the effectiveness of an internal audit function. 
If non-profit CEO’s and CFO’s are called on to certify statements, more in-depth auditing may be requested of 
certain financial statement components.  It may be best to have these audits conducted by internal audit during the 
year to allow time for correction before issuing year-end statements.  Risk-based audit would include additional 
measures focused on supporting management’s comfort in certifying the statements. 

III.  Corporate 
Responsibility 

There may be court battles over the definition of “misleading” an auditor.  This legal requirement should make 
the job of all auditors easier.  Cedars-Sinai Health System has embarked on providing new manager training and 
management “grand rounds” training focused on providing management with tips to help them “succeed” in an 
audit.  Add “don’t mislead the auditors” to the list; inform management it could be illegal to do so. 
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Title Key Provisions Non-Profit Healthcare Relevance 

Makes it unlawful for any public company to arrange for the 
extension of credit in the form of a personal loan to any director or 
executive of the company.  Existing “loans” are not impacted. 

Requires an annual internal control report stating management’s 
responsibility for establishing and maintaining an internal control 
structure, an assessment of the effectiveness of the structure and 
procedures for financial reporting. 

Requires disclosure of code ethics or reason for not have a code. 

Requires disclosure of existence of one financial expert on the audit 
committee or the reason for not having such an expert. 

Requires real time disclosure of information concerning changes in 
financial condition or operations. 

Potential financial disclosure best 
practices.   
 
Some of these requirements are inherent 
in corporate compliance requirements for 
healthcare organizations. 

Non-Profit Internal Audit Relevance: 
The loan issue should be considered for “audit” in the event decentralization makes it difficult for senior 
management and the audit committee to understand the extent of loan arrangements within a company.  Providing 
a summation of current loans for review by the CEO and audit committee could deter related problems should 
this requirement become a future non-profit requirement or best practices 
The Act addresses management’s responsibility for internal controls. 

Is the Code of Ethics not addressed through corporate compliance? 

A financial expert on the audit committee takes a Blue Ribbon Commission recommendation and makes it a 
requirement. 

IV.  Enhanced 

Financial 

Disclosures 

Real time disclosure could impact various items.  “Real time” internal audit might be requested in addition to 
legal and compliance review before such disclosures are made.  There is the possibility for new compliance, legal 
and internal audit relationships growing from this item.  One may see more application of the attorney-client 
privilege between internal legal counsel and internal audit. 

Title Key Provisions Non-Profit Healthcare Relevance 

Relates specifically to registered securities analysts and their conflict 
of interest disclosure requirements. 

No current relevance. 

Non-Profit Internal Audit Relevance: 

V.  Analyst 

Conflicts of 

Interest 

No current relevance.  Consider posing this question to your personal financial planner. 

Title Key Provisions Non-Profit Healthcare Relevance 

Addresses SEC funding and salaries, additional staff, technology, 
etc., and other SEC related issues. 

No current relevance.  It is similar to 
Medicare funding environment; when 
fraud was discovered, healthcare audit 
was boosted by government funding.  
Will public companies think of OIG 
Work Plans and Corporate Integrity 
Agreements? 

Non-Profit Internal Audit Relevance: 

VI.  Commission 

Resources and 
Authority 

No current relevance.   

Title Key Provisions Non-Profit Healthcare Relevance 

Addresses studies required to be completed by GAO and SEC 
related to various matters, including consolidation of accounting 
firms, credit rating agencies, violators and violations of federal 
securities laws, enforcement actions, and investment banks. 

No current relevance.  Study results could 
have future implications. 
 
 

Non-Profit Internal Audit Relevance: 

VII.  Studies 

and Reports 

No current relevance.  Study results could have future implications. 

Title Key Provisions Non-Profit Healthcare Relevance 

Includes provisions of fines or imprisonment related to the 
destruction of records. 

VIII.  Corporate 

and Criminal 

Fraud 

Accountability 
Requires registered auditors to maintain financial audit records for 
minimum five years.  Title I, in referencing the adoption of audit 
standards, notes a retention period of seven years. 

Most of these provisions are evident in 
corporate compliance and HIPAA 
requirements.  Changes to the federal 
sentencing guidelines could impact the 
nature and approach of current corporate 
compliance programs. 



Journal of the Association of Healthcare Internal Auditors, Inc.

18  NEW PERSPECTIVES  Fall 2002

Conclusion:

The Sarbanes-Oxley Act of 2002 is a

significant piece of legislation that will have

a profound impact on the accounting

profession for years to come.  The impact it

will have on nonprofit organizations and

their internal audit shops remains to be seen.

However, the impact will be just as profound,

though slower perhaps, for the internal

audit profession.  Internal auditors of non-

profit organizations should:

Title Key Provisions Non-Profit Healthcare Relevance 

Calls for the review and potential amendment of the federal 
sentencing guidelines to enhance fraud and obstruction of justice 
sentencing related to situations involving destruction of evidence 

Provides for whistleblower protection for employees of publicly 
traded companies. 

 

Non-Profit Internal Audit Relevance: 
Internal audit and corporate compliance offices should watch for changes to the federal sentencing guidelines for 
ripple effects in corporate compliance, and related auditing and monitoring activities.  The destruction of 
evidence could be a potential issue. 

VIII.  Corporate 

and Criminal 

Fraud 

Accountability 
(continued) 

Fraud provisions could improve the outcome related to fraud investigations by providing organizations with 
incentives to prosecute identified fraudsters.  Brush up on fraud investigation skills, as they provide a value-added 
service for internal audit. 

Title Key Provisions Non-Profit Healthcare Relevance 

Amends the Securities Act and Federal Sentencing Guidelines to 
change certain fines and imprisonment provision; established fines 
and imprisonment for crimes including mail and wire fraud, 
violations of the Retirement Income Security Act of 1974, and 
failure of corporate officers to certify financial reports. 

Changes to these guidelines could impact 
the nature and approach of current 
corporate compliance programs. 

Non-Profit Internal Audit Relevance: 
Internal audit and corporate compliance offices should watch for changes to the federal sentencing guidelines for 
ripple effects in corporate compliance, and related auditing and monitoring activities 

IX.  White 

Collar Crime 

Penalty 

Enhancements 

Fraud provisions could improve the outcome related to fraud investigations by providing organizations with 
incentives to prosecute identified fraudsters.  Brush up on fraud investigation skills, as they provide a value-added 
service for internal audit. 

Title Key Provisions Non-Profit Healthcare Relevance 

Relates to the signing of a corporate federal tax return by the CEO. No current relevance.  Although, it could 
be translated in the requirements for the 
non-profit CEO to sign 990s. 

Non-Profit Internal Audit Relevance: 

X.  Corporate 

Tax Returns 

None. 

Title Key Provisions Non-Profit Healthcare Relevance 

Provides for fines or imprisonment for tampering with a record or 
otherwise impeding an official proceeding. 

Allows the SEC, during an investigation, to temporarily freeze 
potential extraordinary payments to directors, officers, etc. 

Request the U.S. Sentencing Commission to review and possibly 
amend the Federal Sentencing Guidelines to ensure they address and 
provide appropriate ramifications related to the serious nature of 
securities, pension, and accounting fraud. 

Changes to the federal sentencing 
guidelines could impact the nature and 
approach of current corporate compliance 
programs. 

Non-Profit Internal Audit Relevance: 
Internal audit and corporate compliance offices should watch for changes to the federal sentencing guidelines for 
ripple effects in corporate compliance, and related auditing and monitoring activities 

XI.  Corporate 
Fraud and 

Accountability 

This provision provides more teeth related to the prosecution of white-collar crime. 

 
 

• Stay abreast of changes and outcomes

resulting from the Act.

• Use the Act to support changes related

to the audit committee and other

internal audit related activities where

such changes have previously fallen on

deaf ears.

• Know that this Act is positive

legislation from an internal audit

standpoint.  It is here to stay, and stay as a

desired part of the executive team.

       "
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